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(Association incorporated under Section 21) 


REPORT OF THE DIRECTORS 
FOR 15 MONTHS ENDED 30 JUNE 2007 


BUSiNESS AND OPERATIONS 

The main object of the Company is to build dwelling houses or other residential accommodation or 
to purchase newly built dwelling houses or other newly built residential accommodation for 
accommodation or occupation by persons who are members of the general public who are current 
or future residents within the area of jurisdiction of the George Municipality, or to assist such 
persons to build dwelling houses for occupation by persons building such houses or to purchase 
newly built dwelling houses or other newly built residential accommodation for occupation by the 
persons purchasing such houses or accommodation. 


RESULTS OF OPERATIONS 

The financial results for the year under review are clearly reflected in these financial statements. 
The company earned a profit for the 15 months of R 3 585 793. 


DATE OF INCORPORATION 

The company was incorporated on 18 April 2006 and the current year therefore represents a period 
of 15 months. 


DIRECTORS AND SECRETARY 

Particulars of the present directors are given on page 1. The company has not appointed a 
secretary. 


DEPARTURE FROM THE ACCOUNTING FRAMEWORK 

The company does not determine residual values for each item of property, plant and equipment, 
does not determine estimated useful lives with reference to the period over which the assets are 
expected to be available for use and does not depreciate each part of an item of property, plant 
and equipment with a cost that is significant in relation to the total cost, separately as required by 
International Accounting Standard, IAS16 “Property, plant and equipment”. The directors have not 
quantified the effect of this departure. 


EVENTS SUBSEQUENT TO THE ACCOUNTING DATE 

No material fact or circumstance has occurred between the accounting date and the date of this 
report, other than those items already mentioned. 
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(Association incorporated under Section 21) 


BALANCE SHEET 

AT 30 JUNE 2007 


2007 


Note R 

ASSETS 

NON-CURRENT ASSETS 

Property, plant and equipment 5 45 796 

CURRENT ASSETS 3 540 312 

Trade and other receivables 6 1 805 520 

Cash and cash equivalents 10 1 734 792 


TOTAL ASSETS R 3,586,108,00 

EQUiTY AND LIABILITIES 
CAPITAL AND RESERVES 

General fund 3 585 793 

CURRENT LIABILITIES 

T rade and other payables 315 


TOTAL EQUITY AND LIABILITIES 


R 3,586,108.00 
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(Association incorporated under Section 21) 
INCOME STATEMENT 

FOR THE 1 5 MONTHS ENDED 30 JUNE 2007 


Note 


REVENUE 

Interest received 

OTHER OPERATING INCOME 

Govern nnent grants 


EXPENSES 


2007 

R 

79 281 

3 600 000 

R 3,679,281 

( 93 488) 


PROFIT FOR THE PERIOD 


7 


R 3,585,793 
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STATEMENT OF CHANGES IN EQUITY 


FOR THE 15 MONTHS ENDED 30 JUNE 2007 


General Fund 
R 


Balance at 18 April 2006 


Profit for the period 


3 585 793 


Balance at 30 June 2007 


R 3,585,793 
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CASH FLOW STATEMENT 
FOR THE 15 MONTHS ENDED 30 JUNE 2007 


Note 


NET CASH INFLOW FROM OPERATING 
ACTIVITIES 

Cash received from grant funding 
Cash paid to suppliers and employees 

Cash generated by operations 9 

Interest received 


CASH OUTFLOW FROM INVESTING 
ACTIVITIES 

Additions to property, plant and equipment 5 

NET INCREASE IN CASH AND CASH 
EQUIVALENTS 

CASH AND CASH EQUIVALENTS at 
beginning of period 


2007 

R 


R 1,782,066 

1 800 000 
97 215 

1 702 785 
79 281 


( 47 274) 

(R 47,274) 


1 734 792 


CASH AND CASH EQUIVALENTS at 
end of year 


10 


R 1,734,792 
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(Association incorporated under Section 21) 
NOTES TO THE ANNUAL FINANCIAL STATEMENTS 
AT 30 JUNE 2007 


1. ASSOCIATION STATUS 

The association is incorporated in terms of Section 21 of the Companies Act, 1973 and has 
8 members. It is prohibited from distributing its surplus to members by way of dividend, 
bonus or otherwise. 

2. ACCOUNTING POLICIES 

The financial statements have been prepared on the historical cost basis in accordance with 
South African Statements of Generally Accepted Accounting Practice. 

2.1 Property, plant and equipment 

Property, plant and equipment is stated at cost less accumulated depreciation and any 
impairment in value. Cost includes all costs directly attributable to bringing the assets 
to working condition for their intended use. 

Subsequent expenditure relating to property, plant and equipment is capitalised when it 
is probable that future economic benefits from the use of the asset will flow to the 
entity and the cost can be reliably measured. The company does not recognise in the 
carrying amount of an item of property, plant and equipment, the costs of the day-to- 
day servicing. 

An item of plant and equipment Is derecognised upon disposal or when no future 
economic benefits are expected to arise from the continued use of the asset. Inferior 
equipment is written off in full In the year It is acquired. Surpluses or deficits on the 
disposal of assets are credited or charged to income. The surplus or deficit is the 
difference between the net disposal proceeds and the carrying amount of the asset. 

Depreciation is calculated on the straight-line basis at rates that are expected to reduce 
cost to estimated residual values over the useful lives of the assets as follows: 

Furniture and fittings 6 years 

Computer equipment and software 5 years 

2.2 Impairments 

The association assesses at each balance sheet date whether there is any indication 
that an asset may be impaired. If any such indication exists, the company estimates the 
recoverable amount of the asset. 
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(Association incorporated under Section 21) 
NOTES TO THE ANNUAL FINANCIAL STATEMENTS 
AT 30 JUNE 2007 (Continued) 


2. ACCOUNTING POLICIES (Continued) 


If there is any indication that an asset may be impaired, the recoverable amount is 
estimated for the individual asset, if it is not possible to estimate the recoverable 
amount of the individual asset, the recoverabie amount of the cash generating unit to 
which the asset belongs is determined. 

The recoverable amount of an asset or cash generating unit is the higher of its fair 
value less costs to sell and its value in use. If the recoverable amount of an asset is 
less than its carrying amount, the carrying amount is reduced to its recoverable 
amount. That reduction is an impairment loss. 

An impairment loss of assets carried as cost less any accumulated depreciation or 
amortisation is recognised immediately in profit or loss. Any impairment loss of a 
revalued asset is treated as a revaluation decrease. 


2.3 Financial instruments 

Financial instruments recognised on the balance sheet include cash and cash 
equivalents, trade receivables and trade payables. 

Financial instruments are initially measured at fair value plus directly attributable 
transaction costs. Subsequent to initial recognition these instruments are measured as 
set out below. 

2.3.1 Cash and cash equivalents 

Cash and cash equivalents are measured at fair value. 

Cash in the balance sheet comprises cash at bank and in hand and short-term 
deposits with original maturity of six months or less. For the purposes of the 
cash flow statement, cash and cash equivalents consist of cash and cash 
equivalents as defined above, net of outstanding bank overdrafts. 

2.3.2 Trade and other receivables 

Trade and other receivables originated by the association are stated at cost less 
provision for doubtful debts. 

Appropriate allowances for estimated irrecoverable amounts are recognised in 
profit and loss when there is objective evidence that the asset is impaired. The 
allowance Is measured as the difference between the asset’s carrying amount 
and the present value of future cash flows discounted at the effective interest 
rate computed at initial recognition. 


102 


(Association incorporated under Section 21) 
NOTES TO THE ANNUAL FINANCIAL STATEMENTS 
AT 30 JUNE 2007 (Continued) 


2. ACCOUNTING POLICIES (Continued) 

Receivables from related parties are recognised and carried at cost less 
provision for doubtful debts. 

2.3.3 Trade and other payables 

Liabilities for trade and other amounts payable, which are normally settled on 30- 
90 day terms, are carried at cost, which is the fair value of the consideration to 
be paid in the future for goods and services received. 

2.3.4 Financial liabilities 

Non-derivative financial liabilities are recognised at amortised cost, comprising 
original debt less principal payments and amortisation. 

2.3.5 Gains and losses on subsequent measurement 

Gains and losses arising from a change in the fair value of financial instruments 
that are not part of a hedging relationship are included in profit or loss in the 
period in which the change arises. 

2.3.6 Derecognition of financial instruments 

Financial assets are derecognised when the association loses control of the 
contractual rights that comprise the financial asset. An enterprise loses such 
control if it realises the rights to benefits specified in the contract, the rights 
expire, or the enterprise surrenders those rights. 

Financial liabilities are derecognised when they are extinguished - that is, when 
the obligation specified in the contract is discharged, cancelled, or expires. 

2.4 Revenue 

Revenue is recognised to the extent that it is probable that the economic benefits will 
flow to the association and the revenue can be reliably measured. The following 
specific recognition criteria must also be met before revenue is recognised: 


2.4.1 Government grants 

Government grants are recognised when there is reasonable assurance that the 
association will comply with the conditions (if any) attaching to them and that the 
grants will be received. 
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(Association incorporated under Section 21) 
NOTES TO THE ANNUAL FINANCIAL STATEMENTS 
AT 30 JUNE 2007 (Continued) 


2. ACCOUNTING POLICIES (Continued) 

2.4.2 Interest income 

Interest is recognised on a time proportion basis which takes into account the 
effective yield on the asset over the period it is expected to be held. 

2.5 OPERATING LEASES 

Leases where the lessor retains substantially all the risks and rewards of ownership of 
the asset are classified as operating leases. Operating lease rentals, if any, are 
charged to income on a straight line basis over the terms of the underlying lease 
agreements. 

3. SIGNIFICANT ACCOUNTING JUDGEMENTS, ESTIMATES AND ASSUMPTIONS 

The key assumptions concerning the future and other key sources of estimation uncertainty 
at the balance sheet date, that have a significant risk of causing a material adjustment to the 
carrying amount of the assets and liabilities within the next financial year are discussed 
below: 

• Assessment by management that the entity will comply with all conditions of grants and 
that the grants will be received. 

4. FUTURE CHANGES TO ACCOUNTING POLICIES 

IAS 1 Presentation of Financial Statements - Capital Disclosures 

The amendment to IAS 1 was issued in August 2005 and becomes effective for financial 
years beginning on or after 1 January 2007. The association will adopt this statement 
accordingly. 

This amendment requires the association to make new disclosures to enable users of the 
financial statements to evaluate the company's objectives, policies and processes for 
managing capital. The adoption of this amendment will have no effect on the financial 
statements of the association but will result in additional disclosures. 

IFRS 7 Financial Instruments: Disclosure 

IFRS 7 was issued in August 2005 and becomes effective for financial years beginning on or 
after 1 January 2007. The association will adopt this statement accordingly. 


IFRS 7 applies to all entities, including entities that have few and many financial instruments. 
The extent of disclosure required depends on the extent of the association's use of financial 
instruments and of its exposure to risk in the upcoming financial periods. 
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(Association incorporated under Section 21) 
NOTES TO THE ANNUAL FINANCIAL STATEMENTS 
AT 30 JUNE 2007 (Continued) 


FUTURE CHANGES TO ACCOUNTING POLICIES (CONTINUED) 

IFRIC 9 Reassessment of embedded Derivatives 

IFRIC 9 was issued in March 2006, and becomes effective for financial years 
beginning on or after 1 June 2006. This interpretation establishes that the date to 
assess the existence of an embedded derivative is the date an entity first becomes 
a party to the contract, with reassessment only if there is a change to the contract 
that significantly modifies the cash flows. The company expects that adoption of 
this interpretation will have no impact on the financial statements when 
implemented in 2008. 
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GEORGE HOUSING ASSOCIATION 

(Association incorporated under Section 21) 
NOTES TO THE ANNUAL FINANCiAL STATEMENTS 
AT 30 JUNE 2007 (Continued) 


5. PROPERTY, PLANT AND EQUiPMENT 


Cost 

Accumulated depreciation 
Net book value 
Reconciled as follows : 


Furniture 
and Fittings 

39 325 
( 219) 


R 39,106 


Computer 
equipment 
and software 

7 949 
( 1 259) 


R 6,690 


Additions 39 325 7 949 

Depreciation ( 219) ( 1 259) 


Balance at end of year R 39,106 R 6,690 


6. TRADE AND OTHER RECEIVABLES 

Rent deposit 

George Municipality - Grant receivable 


7. DISCLOSURE OF INCOME STATEMENT ITEMS 

Profit for the period is stated after: 

EXPENDITURE 
Auditor's remuneration 

- Audit fee 

- Expenses 

- Other services 

Directors' remuneration - Fees for services as directors 

- None of the directors have service contracts. 

Employee costs 

- Salaries & wages 

Depreciation expense 


2007 

R 


Total 

47 274 
( 1 478) 

R 45,796 


47 274 
( 1 478) 


R 45,796 


5 520 
1 800 000 


R 1,805,520 


R 1,140 


1 140 


40 500 

3 960 
1 478 


106 


2007 

R 


8. TAXATION 

Application has been made for exemption from 
taxation in terms of section 10(1)(cN) of the Income 

The association complies with the requirements of 
section 10(1)(cN) and therefore anticipates that the 
exemption will be granted in terms of the request. 

Accordingly no provision has been made for taxation. 

9. CASH GENERATED BY OPERATIONS 

3 585 793 

1 478 
(79 281) 

3 507 990 

Changes in working capital (1 805 205) 

Decrease in trade and other receivables 
Increase in trade and other receivables 
Increase in trade and other payables 


R 1,702,785 


(1 805 520) 
315 


Profit for the period 
Adjustments; 
Depreciation 
Interest received 


10. CASH AND CASH EQUIVALENTS 

Cash and cash equivalents consist of 
cash on hand, call deposits and cash 
balances with banks. Cash and cash 
equivalents included in the cash flow 
statement comprise the following 
balance sheet amounts: 


ABSA - Current account 12 904 

ABSA “ Call Account 1 0 247 

ABSA - Fixed deposit 1 709 641 

Petty cash 2 000 


R 1,734,792 


Cash at banks earns interest at floating rates based on daily bank deposit rates. Short-term 
deposits are made for varying periods of between one day and six months depending on the 
immediate cash requirements of the association, and earn interest at the respective short-term 
deposit rates. 
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GEORGE HOUSING ASSOCIATION 
(Association incorporated under Section 21) 

NOTES TO THE ANNUAL FINANCIAL STATEMENTS 

AT 30 JUNE 2007 (Continued) 


11. RELATED PARTIES 

There are related party relationships between the association and George Municipality, 
the public entity making grants to the association. 

Details of key management personnel compensation are set out in note 13. 

2007 

R 

Related party transactions 

George Municipality - Government grants 3 600 000 


George Municipality - amount receivable 1 800 000 


12. FINANCIAL INSTRUMENTS 
Interest rate management 

As part of the process of managing the association's interest rate risk, new and existing 
investments are positioned according to expected movements in interest rates. 

Credit risk management 

The association only deposits cash surpluses with major banks of high quality credit standing. 

Liquidity risk 

The association has managed its illiquidity risk by ensuring that it has an effective cash 
management system in place. 

Fair value 

Set out below is a comparison by category of carrying amounts and fair values of all financial 
instruments. 



Carrying 

Fair 


amount 

Value 


2007 

2007 

Financial assets 

R 

R 

Cash 

1 734 792 

1 734 792 

Trade and other receivables 

1 805 520 

1 805 520 


Interest rate risk 

The following table sets out the carrying amount, by maturity, of the financial instruments that 
are exposed to interest rate risk for the year ended 30 June 2007. 
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GEORGE HOUSING ASSOCIATION 
(Association Incorporated under Section 21) 

NOTES TO THE ANNUAL FINANCIAL STATEMENTS 

AT 30 JUNE 2007 (Continued) 


Within 1 year Total 

2007 2007 

R R 

Floating rate 

Cash assets 1 734 792 1 734 792 

2007 

R 


13. KEY MANAGEMENT PERSONNEL COMPENSATION 

Key management personnel are those persons having authority and responsibility for 
planning, directing and controlling the activities of the entity, directly or indirectly, including any 
director (whether executive or otherwise) of that entity, 


Short term employee benefits paid to key 

management personnel 40 500 


14. COMMITMENTS AND CONTINGENCIES 

The association leases the premises which it occupies. Future minimum rentals payable in 
terms of this operating lease at 30 June 2007 are as follows: 

Within one year 
Between one and five years 

152 284 


76142 

76142 


15. COMPARATIVE FIGURES 

No comparatives have been presented as this is the first set of financial statements since 
incorporation of the association. 
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(Association incorporated under Section 21) 
SUPPLEMENTARY SCHEDULES NOT FORMiNG PART OF THE 
AT 30 JUNE 2007 


CONTENTS PAGE 

Detailed income statement 19 


The supplementary schedule set out on page 19 does not form part of the annual financial 
statements and is presented solely for the information of the members. Accordingly, we do not 
express an opinion on this schedule. 


ERNST & YOUNG 

Registered Auditors 

George 

31 August 2007 
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(Association incorporated under Section 21) 
DETAILED iNCOME STATEMENT 

FOR THE 15 MONTHS ENDED 30 JUNE 2007 


2007 

R 


INCOME R 3,679,281 

Government grants 
Interest received 


3 600 000 
79 281 


EXPENDITURE (93 488) 

Administrative expenses 
Auditor's remuneration 
Depreciation 
Directors' remuneration 
Entertainment expenses 
Rent paid 

Travel and accomodation 
Wages and salaries 


R 3,585,793 


6 888 
1 140 
1478 
40 500 
4 461 
6 919 
28142 
3 960 


Profit for the period 


5.2 THE AUDITOR GENERAL’S REPORT ON THE FINANCIAL 

STATEMENTS 

a 

PERFORAAANCE MANAGEMENT MEASURES 



AUDITOR-GENERAL 



REPORT OF THE 

AUDITOR-GENERAL ON THE FINANCIAL 
STATEMENTS AND PERFORMANCE 
INFORMATION OF THE 


GEORGE MUNICIPALITY FOR 
THE YEAR ENDED 
30 JUNE 2007 




REPORT OF THE AUDITOR-GENERAL TO THE WESTERN CAPE PROVINCIAL 

PARLIAMENT ON THE FINANCIAL STATEMENTS AND PERFORMANCE 

INFORMATION OF THE GEORGE MUNICIPALITY FOR THE YEAR ENDED 30 

JUNE 2007 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I have audited the accompanying financial statements of the George 
Municipality which comprise the statement of financial position as at 30 June 
2007, statement of financial performance, statement of changes in net assets 
and cash flow statement for the year then ended, and a summary of significant 
accounting policies and other explanatory notes, as set out on pages 8 to 49. 

Responsibility of the accounting officer for the financiai statements 

2. The accounting officer is responsible for the preparation and fair presentation 
of these financial statements in accordance with the basis of accounting 
determined by the National Treasury, as set out in accounting policy note 1 
and in the manner required by the Local Government; Municipal Finance 
Management Act, 2003 (Act No. 56 of 2003) (MFMA). This responsibility 
includes; 

• designing, implementing and maintaining internal control relevant to the 
preparation and fair presentation of financial statements that are free from 
material misstatement, whether due to fraud or error 

• selecting and applying appropriate accounting policies 

• making accounting estimates that are reasonable in the circumstances. 

Responsibility of the Auditor-General 

3. As required by section 188 of the Constitution of the Republic of South Africa, 
1996, read with section 4 of the Public Audit Act, 2004 (Act No. 25 of 2004) 
(PAA) and section 126(3) of the MFMA, my responsibility is to express an 
opinion on these financial statements based on my audit. 

4. I conducted my audit in accordance with the International Standards on 
Auditing. Those standards require that I comply with ethical requirements and 
plan and perform the audit to obtain reasonable assurance whether the 
financial statements are free from material misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the 
amounts and disclosures in the financial statements. The procedures selected 
depend on the auditor’s judgement, including the assessment of the risks of 
material misstatement of the financial statements, whether due to fraud or 
error. In making those risk assessments, the auditor considers internal control 
relevant to the entity’s preparation and fair presentation of the financial 
statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the 
effectiveness of the entity’s internal control. 
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An audit also includes evaluating the: 

• appropriateness of accounting policies used 

• reasonableness of accounting estimates made by management 

• overall presentation of the financial statements 

7. Paragraph 1 1 et seq. of the Statement of Generally Recognised Accounting 
Practice, GRAP 1 Presentation of Financial Statements requires that financial 
reporting by entities shall provide information on whether resources were 
obtained and used in accordance with the legally adopted budget. As the 
budget reporting standard is still in the process of being developed, I have 
determined that my audit of any disclosures made by George Municipality in 
this respect will be limited to reporting on non-compliance with this disclosure 
requirement. 

8. I believe that the audit evidence I have obtained is sufficient and appropriate to 
provide a basis for my audit opinion. 

Basis of accounting 

9. The municipality’s policy is to prepare financial statements on the basis of 
accounting determined by the National Treasury, as set out in accounting 
policy note 1 . 

Basis for qualified opinion 

Property, piant and equipment 

10. Residual values 

In terms of paragraph 56 of GAMAP 17: Property, plant and equipment , for 
items of property, plant and equipment that have significant residual values, 
these residual values must be subtracted from the cost of these items in order 
to determine the depreciable amounts of these items. 

GAMAP 17 requires management to evaluate the residual values of assets 
initially when purchased. Management had not assessed the residual values of 
any items of property, plant and equipment amounting to R637m initially when 
purchased. 

The effect of non-compliance with paragraph 56 of GAMAP 17 has not been 
quantified. Due to the above, depreciation and property, plant and equipment 
are possibly overstated and understated respectively. 
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1 1 . Capitalisation threshold 

Management has expensed all items of property, plant and equipment with a 
value below R10 000 in accordance with the municipality’s asset management 
policy. This policy resulted in the non-capitalisation of items that meet the 
asset definition and recognition criteria in GAMAP 17: Property, plant and 
equipment. 

As management had not performed an exercise to determine assets that 
should be capitalised in relation to transactions expensed amounting to 
R2.28m for the current year and R3.2m in relation to the prior year, the effect of 
non-compliance with GAMAP 17 could not be determined. Due to the above, 
expenses are overstated and property, plant and equipment are understated. 


Qualified opinion 

12. In my opinion, except for the effects of the matters described in the basis for 
qualified opinion paragraphs, the financial statements present fairly, in ail 
material respects, the financial position of George Municipality as at 30 June 
2007 and its financial performance and cash flows for the year then ended, in 
accordance with the basis of accounting determined by National Treasury, as 
set out in accounting policy note 1 and in the manner required by the MFMA. 


Emphasis of matters 

I draw attention to the following matters: 

Highlighting a matter affecting the financial statements 

13. Unauthorised fruitless and wasteful expenditure 

As disclosed in note 28 to the financial statements, fruitless and wasteful 
expenditure to the amount of R205 840 was incurred as a result of fraudulent 
activity perpetrated by an employee. 

Basis of accounting 

14. As set out in accounting policy note 1, the National Treasury approved a 
deviation from the basis of accounting applicable to the municipality in terms of 
General Notice 552 of 2007, issued in Government Gazette No. 30013 of 29 
June 2007. 


OTHER MATTERS 

I draw attention to the following matters which are ancillary to my responsibilities on 
the audit of the financial statements: 

Non-compliance with applicable legislation 

15. Reviews performed on the municipality’s compliance with legislation revealed 
the following: 
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Municipal Finance Management Act, 2003 (Act No. 56 of 2003) (MFMA) 

• Assets acquired in terms of a finance lease were not acquired in accordance 
with all the requirements of section 46 of the MFMA, which prescribes criteria 
relevant to incurring long-term debt. 

• Management did not submit the annual financial statements to the Auditor- 
General for auditing within two months of year-end (31 August 2007) as 
required by section 126(1)(a) of the MFMA. The annual financial statements 
were submitted to the Auditor-General for auditing on 12 September 2007. 

• Councillors were permitted to repay excessive benefits that were paid to them 
in error, over a period of six or seven months. The fact that the councillors were 
allowed to make repayments over an extended period of time and not 
immediately, constitutes a loan to a councillor which is contrary to the 
requirements of section 164(1)(c)(i) of the MFMA. 

• Audit reviews for the current year revealed that the municipality had recently 
created a municipal entity called the George Housing Association. The financial 
statements of the municipal entity, as reflected in annexure K, have not been 
submitted to the Auditor-General for audit, contrary to section 126(2) of the 
MFMA. 

Division of Revenue Act, 2006 (Act No. 2 of 2006) 

• Management does not currently have a formal risk management plan in place 
as required by section 21 of the Division of Revenue Act. 

Materiai corrections made to the financiai statements submitted for audit 

16. The financial statements, approved by the accounting officer and submitted for 
audit on 12 September 2007, have been significantly revised in respect of the 
following misstatements identified during the audit: 

• Short-term deposits amounting to R285.7m (prior year: R217.2m) were 
incorrectly classified as investments instead of reflected as cash and cash 
equivalents, contrary to GRAP1 .6. 

• Doubtful debt expense amounting to R15.6m (prior year: R12.6m) was 
incorrectly netted off against revenue contrary to GAMAP 9.07. 

• Deferred subsidy income amounting to R5.7m was incorrectly recognised as 
revenue in the current year, which should have been recognised in the prior 
year. This resulted in the overstatement of the current year surplus and the 
understatement of the prior year surplus by this amount. 

• The provision for impairment of accounts receivable was provided exclusive of 
VAT, resulting in an understatement of the provision amounting to R4.4m with 
a corresponding overstatement of the VAT accrual. 

• Misclassification of VAT receivable resulted in an understatement of the VAT 
receivable and an overstatement of other debtors amounting to R2.6m. 

• Deferred income was incorrectly raised as a provision and utilised to subsidise 
staff training costs. This resulted in the staff training expense for the current 
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year being understated by R907 000 and the prior year expense being 
understated by R1.01m. 

• The leave pay provision and salary expense was increased by R2.6m when a 
difference was identified between the trial balance and supporting schedules 
for the leave pay provision, with the trial balance being understated. 

Value-for-money matters 

17. An evaluation of human resource management at the municipality revealed 
that there is currently no formal documented human resources plan for the 
municipality. In addition, a centralised list of vacancies for the year under 
review relating to ail divisions within the municipality had not been maintained. 

Internal control 

18. Section 62(1)(c)(i) of the MFMA states that the accounting officer must ensure 
that the municipality has and maintains effective, efficient and transparent 
systems of financial and risk management and internal control. The table 
below depicts the root causes of the matters indicated, as they relate to the 
five components of internal control. In some instances deficiencies existed in 
more than one internal control component. 


Reporting 
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of risks 

Control 

activities 

Information and 
communication 
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Unaudited supplementary schedules 

19. The supplementary information set out on pages 50 to 110 does not form part 
of the annual financial statements and is presented as additional information. I 
have not audited these schedules and accordingly I do not express an opinion 
on them. 

OTHER REPORTING RESPONSIBILITIES 

Reporting on performance information 

20. I was engaged to audit the performance information. 

Responsibilities of the accounting officer for performance information 

21. In terms of section 121(3)(c) of the MFMA, the annual report of a municipality 
must include the annual performance report of the municipality prepared by 
the municipality in terms of section 46 of the Local Government: Municipal 
Systems Act, 2000 (Act No. 32 of 2000) (MSA). 

Responsibility of the Auditor-General 

22. I conducted my engagement in accordance with section 13 of the Public Audit 
Act, 2004 (Act No. 25 of 2004) read with General Notice 646 of 2007, issued in 
Government Gazette No. 29919 of 25 May 2007 and section 45 of the MSA. 

23. In terms of the foregoing, my engagement included performing procedures of 
an audit nature to obtain sufficient appropriate evidence about the 
performance information and related systems, processes and procedures. 
The procedures selected depend on the auditor’s judgement. 

24. I believe that the evidence I have obtained is sufficient and appropriate to 
provide a basis for the audit findings reported below. 

Audit findings (performance information) 

Performance information not received in time 

25. I was not able to complete an evaluation of the annual performance report of 
the municipality as prepared by the municipality in terms of section 46 of the 
Municipal Systems Act (MSA) as it was not received in time. 

Non-compliance with regulatory requirements in respect of performance 
information 

26. I reviewed the integrated development plan (I DP) and identified the following 
areas of non-compliance with the MSA: 

• The municipality did not give notice to the public within 14 days of the adoption 
of the I DP plan by council, as required by section 25(4) of the MSA. 

• The municipality has no formal written policy that describes the strategies and 
procedures to be followed regarding the implementation of the IDP, as required 
by section 38 of the MSA. 
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• No formal or approved performance management system is in place that fully 
complies with the regulations of the Municipal Planning and Performance 
Regulations 2001 and the MSA. 

• The performance management report does not include a process of regular 
reporting to council (at least twice a year) and other political structures, political 
office bearers, staff, the public and appropriate organs of state, as required by 
the section 41 of the MSA. 

APPRECIATION 

27. The assistance rendered by the staff of the George Municipality during the 
audit is sincerely appreciated. 



Cape Town 


1 2 December 2007 
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5.3 COMMENTS ON THE AUDIT REPORT AND CORRECTIVE 

ACTION TAKEN 


REPORT OF THE AUDITOR-GENERAL ON THE FINANCIAL STATEMENTS OF 

THE GEORGE MUNICIPALITY FOR THE YEAR ENDED 30 JUNE 2007 

(5/15/1/1) LHF/mm 

A. PURPOSE 

To consider the report of the Auditor-General (AG) on the Financial Statements of 
the George Municipality for the financial year ended 30 June 2007. 

B. BACKGROUND 

The financial statements of the George Municipality for the year ended 
30 June 2007 have been audited by the Auditor-General in terms of section 188 of 
the Constitution of the Republic of South Africa, 1996 (Act No. 108 of 1996), read 
with sections 4 and 20 of the Public Audit Act, 2004 (Act No.25 of 2004) and 
section 126(3) of the Municipal Finance Management Act (Act No. 56 of 2003) 
(MFMA). 

The audit report is attached marked Annexure “A”. 

B1. ADDRESSING THE 2005/6 QUALIFICATIONS 

Since George Municipality received a qualified audit report for 2005/6 an immense 
effort and volume of preparation was invested in the process and procedures 
involved in compiling the financial statements for the 2006/7 financial year! 

Due to the fact that the main qualifications for 2005/6 were of a technical nature it 
was resolved that capacity be utilised from an external source and such a 
company was subsequently appointed during the latter part of the financial year. 
The appointment could only be finalised once the audit report was available and 
the supply chain processes concluded. 

All processes and procedures were evaluated and divided into two categories 
namely Project G (GAMAP/GRAP) and Project P (Property, Plant and Equipment). 

With the assistance of the external company project plans for both Projects were 
determined linked to specific milestones, reachable and non-reachable. 

From the outset it was evident that all milestones would not be reachable for the 
2006/7 financial year and that some processes would only be achievable during 
following periods and appeals from the majority of municipalities, George included, 
were made to National Government to exempt some of the processes and 
procedures to enable even the high capacity municipalities the opportunity to 
phase the new financial standards in over a reasonable period. 



The reason for these requests was mainly based on the audit results for the 
majority of high capacity municipalities for 2005/6 where qualifications were 
unfairly based on technical issues. 


B2. GOVERNMENT GAZETTE No. 30013: EXEMPTIONS. DATED 29 JUNE 

2007 


On 29 June 2007 National Treasury promulgated Government Gazette NO. 30013 
granted exemption to all municipalities on the implementation of some of the new 
financial standards. 

Although welcomed by the majority of municipalities, the exemptions granted did 
not cover all the standards and some of the exemptions granted were “easier” to 
comply to than some of the exemptions not included in the Gazette!. 

Lack of communication between the National Treasury, the Accountant General 
and the Auditor General also materialised and gave reason for a vast number of 
uncertain and unresolved issues. 

With all this happening, the finalisation date of the preparation of the financial 
statements by municipalities as determined in the MFMA was not affected nor 
extended. 

B3. MFMA CIRCULAR No. 44. DATED 25 JULY 2007 

On 25 July 2007 MFMA Circular 44: Preparation of Annual Financial 
statements based on the Exemption Gazette 30013 was published. 

The following extract regarding the process to be followed by high capacity 
municipalities assisted but in a way created more confusion: 

“High capacity municipalities 

High capacity municipalities are expected to either: 

(a) take advantage of the total exemptions granted in the annexure to Gazette 30013 
(provided that all conditions have been met); or 

(b) fully comply with the 2005/06 reporting requirements (i.e. use none of the 
available exemptions and apply all the effective GRAP, GAMAP and SA GAAP 
standards including any interpretation and relevant circulars issued by the 
Accounting Practices Board and SAICA); 

Option (b) will be regarded as a deviation and must be dealt with as outlined in sub 
regulation 3(a) and 3(b) of the Gazette (also refer to the discussion on the deviation 
process below). 

In instances where municipalities deviate in a partial manner and are implementing 
the standards that are being exempted, the municipality may request approval from 
the relevant treasury to continue with implementation of the selected standards. 
Any approval for deviation will be co-signed by the National Treasury. It is important 


to mention that in exercising this option it may resuit in a different type of audit 
opinion. A municipaiity shouid therefore ensure that the consequences of an 
opinion, other than fair presentation, on the users to the financiai statements are 
considered prior to appiication for deviation. 

if any of the exemptions in the Annexure to the Gazette are not appiicabie due to the 
municipaiity or entity not having any transactions affected by the standards, then a 
deviation request for that standard is not necessary. For exampie, if a municipaiity 
is not invoived in any contracting activities that fail within the scope of iAS 11 (AC 
109), the municipaiity wiii not use the exemption and wiii not need to appiy for any 
deviation.” 

And furthermore: 

“Process for aooivina for deviation and submission of imoiementation pians: 

The process to be adopted for appiication by municipaiities and entities for a 
deviation is as foiiows. 

The contents of the appiication for deviation must contain: 

1. The specific paragraph of a standard; 

2. Cieariy state whether it is partiai or a fuii deviation being requested; 

3. Briefiy provide a motivation for the deviation, inciuding the standards used for 
2005/06 financiai year; 

4. The appiication to be signed by the Chief Finance Officer; and 

5. The date that the deviation request and reasons for deviation wiii be tabied in 
Councii. 

A municipaiity or municipai entity must appiy for any deviations by 31 Juiy 2007 for 
the 2006/07 financiai year in order to meet the strict timeiines for confirmation in 
writing of approvais. This wiii inciude engagements with the provinciai treasury to 
support the appiication. The deadiine for finaiising the request which inciudes the 
co-signature of the Nationai Treasury is 15 August 2007. Kindiy ensure that this is 
adhered to. 

For further years, it is aiso important to note that eariy submission of requests for 
deviations to faciiitate audit pianning is necessary. This wiii assist the auditors in 
pianning for the audit of the municipaiity or municipai entity. 

Each municipaiity or municipai entity that has deviated from the exemptions or that 
has appiied the exemptions must prepare a detaiied impiementation pian setting out 
its intended and actuai progress towards compiying with the exemptions or 
deviations. You are aierted to the reporting periods, nameiy 30 October 2007 and 31 
March 2008 for submission of progress reports on impiementation. The format of 
the impiementation pian is annexed hereto as annexure A (for high capacity 
municipaiities) and annexure B (medium and iow capacity municipaiities). 

Piease ensure that the request is emaiied to iindy.bodewig@treasury.gov.za or 
faxed to 012 315 5568.” 


B4. WESTERN CAPE TREASURY MEETING. DATED 26 JULY 2007 


The Western Cape Provincial Treasury invited municipalities to attend a meeting 
on 26 July 2007 in Stellenbosch with officials from National Treasury to discuss 
concerns and questions raised by municipalities on the interpretation of the 
government gazette. 

At this meeting anomalies were pointed out to the officials from National Treasury 
especially regarding standards not exempted, for example Residual Values, and 
the volume of effort involved in the implementation of this standard. 

Amendments to the promulgated exemptions were requested by the attendees but 
up to date not granted. 

B5. GOVERNMENT NOTICE No. 522. DATED 30 JULY 2007 

An additional interpretation and application document pertaining to Government 
Notice No 522 had been issued by National Treasury, titled “Application of 
accounting standards” dated 30 July 2007. The municipality, in conjunction with its 
GRAP consultants, had to revisit its interpretations regarding the exemptions in the 
Government Notice, as certain issues had been cleared by this application 
guidance. 

B6. GOVERNMENT DOCUMENT DATED, 17 AUGUST 2007 

On 17 August 2007, National Treasury issued an additional document updating the 
previous application of accounting standards document issued on 30 July 2007. 
This latest document provides clarity on issues which should have been included in 
the initial guidance of 30 July 2007, as the initial document omitted certain 
fundamental interpretations, made only available on 17 August 2007 (e.g. the 
interpretation of purified water, not bought by the municipality, which forms part of 
water inventory, which had not been clearly explained in the first document from 
National Treasury issued 30 July 2007 and major adjustments to the municipality’s 
accounting policies). This additional application guidance, issued too late in both 
the municipality and its GRAP consultants’ opinion, caused additional work having 
to be performed and greatly contributed to the late submission of the annual 
financial statements to the Auditor-General. 


C. MOTIVATION 

The aspects mentioned in the background section of this report were once again 
included into this report to indicate the “unfair” manner in which municipalities are 
placed under pressure by late submission of information from National Treasury. 

Municipalities are requested to adhere to timelines stipulated by legislation but are 
confronted by the late submission of detailed information from National Treasury, 
same as in 2005/6! 

The following comments are rendered on the aspects mentioned in the report: 


C1. BASIS FOR QUALIFIED OPINION 


C1.1 Property, plant and equipment 

(a) Paragraph 10: Residual values 

As mentioned in the background section of this report, this was an aspect that was 
not exempted by National Treasury in the Government Gazette and due to the 
extent of the procedure that needed to be followed to adhere to this specific 
standard it was impossible to attain. 

The administration included this aspect in the process of updating the detailed 
asset register in order to unbundle infrastructural assets. 

Specific changes are also necessary to the software programs that are utilised for 
asset capitalisation and deprecation and this have already been requested from 
the software suppliers. 

(b) Paragraph 11: Capitalisation threshold 

The utilization of a capitalization threshold is general practice at all municipalities 
with the main objective not to clutter the asset register with “assets” of a lesser 
value. 

Management responded as follows to the initial audit communication: 

‘We are fully aware of the fact that the expenditure line item number 2914 includes 
items with a value of less than RIO 000 that meet the definition of an asset. 

As mentioned previously, Council’s Asset Management Policy stipulates that if an 
item has a cost or fair value lower than the RIO 000 capitalisation benchmark, it 
shall be treated and budgeted as an operating expense and not as an asset. The 
intention of not capitalising items below RIO 000 is to prevent a cumbersome asset 
register. 

We take note of your view that Council should review the policy and determine if the 
policy should be changed to comply with the applicable accounting standards - it 
must however be mentioned that no amount is mentioned 

The recommendation to assess the misstatement and adjust the financial 
statements can not be done as the MFMA section 17(2) states “An annual budget 
must generally be devided into a capital and an operating budget in accordance 
with international best practice, as may be prescribed” and section 19(1), “a 
municipality may spend money on a capital project only if - (b) the project, 
including the total cost, has been approved by the Council”. 

This policy stipulation has been in operation for years and to expect the 
administration to perform an exercise only for 2006/7 is not making any sense. 

Management received this audit communication on 12 October 2007 out of the 
blue after applying this policy for years and requested that this issue not be 


regarded as a qualification matter but rather as a matter of emphasis to enable 
management the opportunity to investigate the implementation of the 
communication, obtain approval to amend the asset management policy etc. 

The Auditor-General was not prepared to consider this request. 

The implementation is currently investigated and a report will be submitted to the 
relevant committee in due course. 

C2. QUALIFIED OPINION 

Taking the two specific aspects mentioned by the Auditor-General in the report that 
warranted a qualified opinion into consideration, it remains a fact that these two 
aspects have no impact in the fact that the municipality can be regarded as an 
excellent going concern and that these two aspects once again have no influence 
on the financial results achieved for 2006/7. 

C3. EMPHASIS OF MATTERS 

C3.1 Highlighting a matter affecting the financial statements 

(a) Paragraph 13: Unauthorised fruitless and wasteful expenditure 

The fact that internal controls were not efficient in the specific instance, that the 
matter was investigated and procedures to be implemented to avoid further 
instances, must be noted. 

That this aspect should be mentioned in the audit report is supported. To however 
regard this aspect to be highlighted as a matter affecting the financial statements 
can not be supported as there is no manner in which an amount of R205 840 can 
have a material effect on a statement of financial position amounting to R1 billion 
or on a statement of financial performance amounting to R600 million!. 

C4. OTHER MATTERS 

C4.1 Non-compliance with applicable legislation 

(a) Paragraph15: Municipai Finance Management Act 

*> Finance leases and the procedure stipulated in section 46 on the 
MFMA: It was mentioned to the AG that management concur with the fact 
that section 46 was not fully applied in the case of all financial leases, 
mainly due to the fact that the financial leases referred to are of a minimal 
value and also that the financial implication involved will not have a material 
affect on the ratepayers. These leases will be included in the main process 
when all long term borrowings are dealt with in accordance with section 46. 


Late submission of financiai statements as required by section 126(1) 
of the MFMA: The reasons for the late submission of the financial 
statements to the AG, 7 working days, were already mentioned in detail 
earlier in the report. It should be noted that management have performed 
excellent to achieve this date taking into consideration the late submission 
of the exemptions and the subsequent late submission of clarity documents 
from the Accountant-General, National Treasury and the Auditor-General. 
Management remain positive to achieve the stipulated date in future. 

Loans to Councillors: Management does not support the opinion that the 
process that was followed constituted a loan. This matter was explained to 
the AG and Council as follows: 

“I can not concur / agree with the statement that the monthly instalments be 
regarded as a loan. 

To a definite regard there are mitigating circumstances in the George 
Municipality scenario. 

Where the Council resolved to apply the adjustment to salaries and 
allowances whilst ignoring a critical requirement of the Remuneration of 
Public Office Bearers Act, the once-off repayment of overpayment may be 
Justified. 

Where an overpayment was made to a councillor by the administration 
based on a bona-fide misinterpretation of the Government Notice, without 
the notice of the councillor, the once-off recovery of the overpayment can 
not be supported. It is unconstitutional, unreasonable and unfair! 

It can also not be regarded as a loan as no advance of money was made 
with the clear intent to recover the money with instalments at a later stage. 

The municipality applies the same policy with regard to officials in 
instances of overpayments. Where the municipality erroneously under 
reads a water meter, or any tariff error is made by the administration, 
leading to an increased account rendered to the consumer, the same policy 
applies, whereby the consumer is allowed the opportunity to pay (not 
repay!!) the amount in instalments. 

Usually over the same length of period the error occurred.” 

Municipal entity - George Housing Association (GHA): Management is 
of the opinion that the establishment of the GHA did not constitute the 
establishment of a municipal entity. The internal auditor of the municipality 
was requested to address this issue and due to the volume of the response, 
the following only represents an extract: 

“It was never the intention that the GHA be regarded as a Municipal entity in 
terms of S84 of the MFMA and it was accordingly not established as such. 

GHA was established as a company incorporated under section 21 of the 
Companies Act. The rationale for formation of the company was to create an 
entity to respond to a need for affordable housing for lower and middle 


income groups in the Municipai area for which funding is not provided by the 
State. Chapter 6 of the Housing Code encourages the formation of Sociai 
Housing institutions. 

Funds paid to the GHA are regarded as grants in aid for which no specific 
conditions were attached. The intention is that the GHA becomes seif 
sustaining as soon as possibie and not dependent on grants in aid. The spirit 
of the reiationship between GHA and George Municipaiity is that GHA 
services the needs of peopie residing in the Municipai area. 

Research has shown that Sociai Housing Foundations can become self 
sustaining once they have acquired a certain minimum number of units. 

Consideration is however being given to the possibility of converting the 
GHA to a Municipal Entity in the future in order to address restrictions which 
currently preclude the transfer of Municipal owned land to the GHA. 

CONSOLIDA TION AT 30 JUNE 2006 

While the articles of association do provide that the Mayoral committee of 
the George Municipality may appoint the majority of the directors of the GHA 
and can remove such directors it should be noted that it was never the 
intention that this should serve to retain “control” over the entity. 

It can be noted in this regard that the directors of the company are not 
officials or Councilors of the Municipality. The Municipality did in fact 
advertise the positions of directors seeking independent directors with 
appropriate professional qualifications to serve the GHA. The positions were 
filled accordingly and the GHA therefore operates autonomously from the 
Council, i.e. the Council does not control the GHA. 

From a technical perspective in terms of the relevant accounting standard 
(IAS27) it could be argued that the GHA should have been consolidated at 30 
June 2006. This would be regardless of whether or not GHA is regarded as a 
Municipal Entity as defined. There was no exemption from the consolidation 
requirement issued by the National Treasury which applied at 30 June 2006. 

The reason for this is that the applicable Accounting Standard (IAS27: 
Consolidated and Separate Financial Statements) provides that where 
control by a "parent" over a "subsidiary" entity exists, the "parent" is 
required to consolidate the "subsidiary" entity. 

"Control" is defined as the "power to govern the financial and operating 
policies of an entity so as to obtain benefits from its activities". The 
Municipality (through the Mayoral Committee) may technically be deemed to 
control the GHA as it has the power to appoint and dismiss the majority of its 
directors. 

It must be stressed that this technical interpretation ignores the following 
realities relating to the operation of the GHA: 

i) The Section 21 status of the entity in terms of which it cannot distribute its 
net assets by way of dividend, other than on dissolution, and only to another 
entity which has the same aims and objectives; 


ii) The fact that while the Mayoral Committee does appoint the majority of the 
Directors and has the power to remove such directors, appointees to the 
Board are not Councillors or Municipal Officials. 

Hi) The positions of directors were advertised publicly. The positions were 
filled based on the applications submitted. The Municipality does not 
therefore in substance exercise control over the GHA. 

iv) The Municipality does not factually participate in the management of the 
GHA. 

This therefore appears to be a situation where the principle of "substance 
over form" may not apply due to the strict interpretation of the accounting 
standard. 

The Municipality does not seek to retain control over the GHA and will 
consider requesting the GHA management to amend the articles of 
association so as to exclude the power to appoint and remove the majority of 
the Directors. This would however be done in conjunction with the future 
Joint deliberations with the GHA as to whether or not to reconstitute it as a 
Municipal Entity to enable it to acquire Municipal Land from the Municipality. 

MUNICIPAL ENITITY 

The following legal aspects with regard to classification as a Municipal Entity 
should be noted: 

1. Establishment - GHA has not been established in terms of Section 84 
oftheMFMA. 

2. Legal form of the GHA - GHA is a company established in terms of 
S21 of the Companies Act. 

3. Objects and powers of the GHA - Per the memorandum of 
association: 

“The main object of the Company is to build dwelling houses or other 
residential accommodation or to purchase newly built dwelling 
houses or other newly built residential accommodation for 
accommodation or occupation by persons who are members of the 
general public who are current or future residents within the area of 
Jurisdiction of the George Municipality, or to assist such persons to 
build dwelling houses for occupation by persons building such 
houses or to purchase newly built dwelling houses or other newly 
built residential accommodation for occupation by the persons 
purchasing such houses or accommodation”. 

4. De facto control over GHA - Articles of association provide as 
follows: (not included) 

5. Definition of Municipal entity in the MSA - The definition is set out 
below. On further analysis of the definitions of “private company, ” 
“service utility” and on analysis of the powers and functions assigned 
to Municipalities in terms of the Constitution it does not appear that 
GHA would fall within the definition of “Municipal Entity”. 


6. Definition of private company in the MSA - GHA is not a private 
company as defined. 

7. Definition of service utiiity in the MSA - GHA does not appear to be a 
service utiiity as defined. It has not been established in terms of 
Section 86H of the MSA. 

8. Functions and powers of Municipalities in terms of the MSA - Cross 
reference is made in section 8 of the MSA to functions and powers 
assigned in terms of the Constitution. 

9. Functions and powers of Municipalities in terms of the Constitution - 
With reference to S156 and Schedule 4 - Part B and Schedule 5 - Part 
B of the Constitution the business to be conducted by the GHA does 
not appear to be a Municipal Function. The business to be conducted 
does not appear to be a matter assigned by Provincial Legislation. ” 

(b) Division of Revenue Act (DORA): 

It was pointed out to the AG that the municipality have a risk management plan for 
the municipality. It must however be agreed that this plan does not address all the 
requirements of DORA and that this plan will be reviewed and amended prior to 
June 2008. 

C4.2 Paragraph 16: Material corrections made to the financial statements 

submitted for audit 


The corrections were made mainly due to the implementation of new standards by 
the municipality during 2006/7, the implementation of the exemptions issued and 
clarity issues that had to be resolved with the AG. 

As mentioned earlier in the report the AG did not convey their interpretation of the 
exemptions prior to the compilation of the financial statements and where there 
were differences these corrections addressed most of these different applications. 

C4.3 Paragraph 17: Value for money matters: Human Resource 

Management 

The opinion of the AG is noted and the Municipal Manager approved the 
establishment of a Human Resource Steering Committee of which the terms of 
reference are currently determined. This issue will be included in the terms of 
reference of the committee. 

C4.4 Paragraph 18: Internal control 

This section of the AG report reflects a tabular view of the matters mentioned in the 
report and will be addressed by management as indicated. 


C5. 


OTHER REPORTING RESPONSIBILITIES 


C5.1 Audit findings (Performance information) 

(a) Paragraph 25: Performance information not received in time 

It was pointed out to the AG by management that at the time of their request the 
information requested was not the final information due to the corrections that still 
had to be incorporated in the financial statements. It was also pointed out that the 
performance indicators in their final format will be included into the Annual Report 
for 2006/7. 

(b) Paragraph 26: Non-compliance with regulatory requirements in 

respect 

of performance information 

<* Notice of adoption of the IDP: A formal notification was not given to the 
public through a publication in the George Herald and will this matter 
receive attention in the current financial year. 

<* Formal policy regarding as required by Section 38 of the MSA: 

Although there is no formal Performance Management System in place 
the Municipality however does have an SDBIP in place which tracks the 
implementation of Key Performance Indicators linked to Key Performance 
Areas which is derived from the IDP. There is also a formal reporting 
system regarding the Key Performance Areas of each directorate through 
the Performance Measurement and Assessment of Individual Directors. 

*> Lack of performance management system: 

The Municipal Manager commented as follows: Tenders were invited from 
service providers for the establishment of a PMS system for the George 
Municipality. What was however offered by the two tenderers did not meet 
the requirements of the Municipality and it was decided to readvertise. 
However, during a presentation by Cape Wine lands District Council of their 
own PMS and their offer to us to utilize their product, the tender route was 
thus not followed. 

It was agreed to “purchase” the Cape Wine lands product for immediate 
implementation. Due to some administrative red tape the implementation 
was unduly delayed. 

The information at my disposal is that the matter will be tabled only at the 
March 2008 Council meeting of Cape Wine lands District Council. 

The Strategic Unit has however done the following foundation work during 
the past financial year: 

• Site visits to both eThekwini Municipality and Cape Wine lands District 
Municipality with a comprehensive report submitted to the Municipal 
Manager on the way forward. 

• Establishment of a Performance Management Task Team 
Draft Policy Document for the Performance Management System 


<* Reporting system as required by section 41 of the MSA: This aspect will 
be addressed in the current financial year. 

D CONCLUSION 

This report is the result of the excellent effort of all role players involved in the 
financial management of the municipality. The effort will fortunately not subside in 
commitment and neither will the challenges. 

All officials from the Directorate Financial Services and parties involved in Projects 
G and P deserve a word of sincere appreciation for their unselfish commitment, 
especially the Manager Financial Statements. 

For the management the compilation of the financial statements for 2006/7 was 
surely a strenuous experience mainly based on the fact that the exemptions and 
subsequent clarifications were issued on a very late stage of the process, that the 
interpretation of the exemptions and the financial standards often differed between 
the AG and management and that where changes were required in order to 
endeavour to fully comply with the exemptions and standards these changes were 
mostly involving time-consuming administrative processes. 

Its is however accepted that the preparation of financial statements in the 
municipal sphere will in future be a continuous process involving all financial and 
budgetary considerations during the financial year. 

Section 131 of the MFMA stipulates as follows: 

“Issues raised by Auditor-General in audit reports 

131. (1) A municipality must address any issues raised by the Auditor-General in an audit 
report. The mayor of a municipality must ensure compliance by the municipality 
with this subsection. 

(2) The MEC for local government in the province must — 

(a) assess all annual financial statements of municipalities in the province, the 
audit reports on such statements and any responses of municipalities to 
such audit reports, and determine whether municipalities have adequately 
addressed any issues raised by the Auditor-General in audit reports; and 

(b) report to the provincial legislature any omission by a municipality to 
adequately address those issues within 60 days.” 

Even though most of the issues raised in the AG report are of a technical nature 
and mainly “frame of mind” issues, controls and procedures will be implemented to 
address the specific issues where possible in the current financial year. 

E RECOMMENDATION 

(a) that the report of the Auditor-General, read in conjunction with the 

comments of the Chief Financial Officer, be noted; [FD] 

(b) that the controls and procedures outlined in the report be implemented to 

address the specific aspects; [ALL DIRECTORATES] 

(c) that the stipulations outlined in section 131 of the MFMA be executed. [FD] 


5.4 COMMENTS ON THE AUDITOR GENERAL’S REPORT: 

AUDIT COMMITTEE 


REPORT OF THE AUDIT COMMITTEE 


We are pleased to present our report for the financial year ended 30 June 2007. 

RESPONSIBILITY 

The George Municipality has constituted its audit committee to function in terms of 
the provisions of Section 166 of the Municipal Finance Management Act, 2003 
(MFMA) and to fulfil the functions of a performance management audit committee 
constituted in terms of Regulation 14(2) of the Local Government: Municipal 
Planning and Performance Management Regulations, 2001 . 

COMPOSITION OF THE AUDIT COMMITTEE 

The audit committee comprises of six members including five independent 
members and the Municipal Manager as accounting officer of the Municipality. The 
committee is chaired by an independent member. The Director: Finance and the 
Head of the Internal Audit assist the Committee in an advisory and reporting 
capacity. Both the internal and external auditors have unrestricted access to the 
Audit Committee, which ensures that their independence is in no way impaired. 
The audit committee consisted of the following members as at 30 June 2007: 

1 . Ms. A. Potgieter (Chairperson) 

2. Mr. F.J. Janse van Rensburg 

3. Ms. B. Bam 

4. Mr. W. Motha 

5. Mr. P. Wicht 

6. Mr. C.M. Africa (Municipal Manager) 

TERMS OF REFERENCE 

The Committee is constituted in terms of the requirements of sound corporate 
governance practices and operates in accordance with a written charter confirmed 
by the Municipal Manager. The charter incorporates the specific requirements of 
section 166 of the MFMA. 

ACTIVITIES 

The Audit Committee has met seven times during the financial year ended 30 June 
2007 and has carried out the following functions in terms of its charter: 

1 . Reviewed and approved the audit committee and internal audit charters. 

2. Reviewed and approved the rolling and annual internal audit plans including the 
definition of unit units, audit universe, and prioritization of audit coverage taking 
into account the outputs of the risk assessments performed. 

3. Reviewed executive summaries of internal audit reports issued. 



4. Reviewed the annual financial statements at 30 June 2007, the Report of the 
Auditor-General on the annual financial statements, the report of the Auditor- 
General on performance information, and the management letter issued by the 
Auditor-General. 

FINDINGS AND RECOMMENDATIONS 
Annual financial statements 

Based on inquiries of management, our review of the annual financial statements 
and of the Report of the Auditor-General we consider that the annual financial 
statements provide a fair representation of the municipality’s financial position and 
results of operations subject to the qualifications raised in the Report of the 
Auditor-General. We also consider that the Municipality can be regarded as a 
going concern. 

Performance Management 

Based on inquiries of management we have noted that while a draft framework for 
the performance management system (PMS) has been developed, no PMS was in 
place during the year ended 30 June 2007. Management, however, is in the 
process of acquiring a PMS and implementation on a senior management level 
has already started taking place. 

Recommendations 

The committee has taken note of the recommendations issued by both internal and 
external auditors during the year under review and encourages management to 
implement these recommendations, prioritizing those relating to risk management, 
property, plant and equipment, internal controls, compliance with applicable 
legislation and performance measurement. 

CONCLUSION 

The committee acknowledges that the environment within which management is 
operating is difficult given the volume, nature, complexity and extent of changes 
required to existing accounting practices, systems, policies and procedures and 
extends its congratulations to management for their efforts and achievements 
under difficult circumstances. 


A POTGIETER - CHAIRPERSON 


25 January 2008 


MINUTES OF SPECIAL COUNCIL MEETING 


5.5 


ANNUAL REPORT: 2006/2007 FINANCIAL YEAR (9/1/1) CHARLES FORD 

PURPOSE 

To table and approve the draft Annual Report for the 2006/2007 financial year in 
terms of Section 127(2) of the Local Government: Municipal Finance Management 
Act, 2003 (MFMA, Act 56 of 2003). 

BACKGROUND 


In terms of sec 127(2) of the MFMA, the mayor of a municipality must, within seven 
months after the end of a financial year, table in the municipal council the annual 
report of the municipality. Sections 121(1) and 129(1), respectively, states that “the 
Council of a municipality must within nine months after the end of a financial year 
deal with the annual report of the municipality . . . and by no later than two months 
from the date on which the annual report was tabled in council in terms of section 
127, adopt an oversight report containing the council’s comments on the annual 
report ...” 

The purpose of an annual report {MFMA, sec 121) is: 

(a) to provide a record of the activities of the municipality or municipal entity 
during the financial year to which the report relates; 

(b) to provide a report on performance against the budget of the municipality or 
municipal entity for that financial year; and 

(c) to promote accountability to the local community for the decisions made 
throughout the year by the municipality or municipal entity. 

Immediately after an annual report is tabled in the council {MFMA, sec 127(5)), the 
Municipal Manager must: 

(a) in accordance with section 21 A of the Municipal Systems Act: 

(i) make public the annual report; 

(ii) invite the local community to submit representations in connection 
with the annual report; and 

(iii) submit the annual report to the Auditor-General, the relevant 
provincial treasury and the provincial department responsible for local 
government in the province. 

Attached as Annexure “A” is the draft 2006/2007 Annual Report of George 
Municipality. 



OPSOMMING 


In terme van die Wet op Plaaslike Regering: Munisipale Finansiele Bestuur, 2003 
(Wet 56 van 2003), moet die Uitvoerende Burgemeester ‘n Jaarverslag aan die 
Raad voorle binne sewe maande na die sluiting van ‘n munisipaliteit se finansiele 
jaar. In terme van artikel 121(1) van bogenoemde Wet, moet ‘n Raad binne 9 
maande na die sluiting van sy finansiele jaar ‘n verslag met aanbevelings ten 
opsigte van sodanige Jaarverslag voorle. 

Aangeheg as Bylae “A” tot die agenda is die konsep 2006/2007 Jaarverslag van 
George Munisipaliteit. 

ISISHWANKATHELO 


Ngokwezigqibo zeSenzo sikaRhulumente WaseKhaya: ULawulo LweMali 
kaMasipala, 2003 (Isenzo 56 sika 2003) kufuneka uSodolophu weSebe LoMbuso 
eliLawulayo abeke phambi kweBhunga Ingxelo Yonyaka phakathi kweenyanga 
ezisixhenxe emveni kokuvalwa konyaka-mali kaMasipala. Ngokwesigqibo 
seCandelo 121(1) kunye ne 129(1) lesi Senzo sikhankanywe ngentia apha, 
kufuneka iBhunga lika Masipala phakathi kweenyanga ezili 9 emveni kokuvalwa 
konyaka-mali libeke phambili loo ngxelo yonyaka kamasipala inamacebo. 

Okudityaniswe njengesihlomelelo “A” kwisicwangciso-nkqubo luyilo 2006/2007 Iwe 
Ngxelo Yonyaka kaMasipala waseGeorge. 


AANBEVELING 

(a) dat die konsep Jaarverslag deur die Raad goedgekeur word (sonder 
voorbehoud) vir die 2006/2007 finansiele jaar, aangeheg as bylae “A” 
tot die agenda; 

(b) dat die konsep Jaarverslag aan die publiek bekend gestel word; 

(c) dat die Plaaslike Gemeenskap genooi word om kommentaar te lewer 
oor die konsep Jaarverslag; 

(d) dat die konsep Jaarverslag voorgele word vir kommentaar aan: 

(i) Die Ouditeursgeneraal 

(ii) Provinsiale Tesourier 

(iii) Provinsiale Departement van Plaaslike Regering en Behuising; 

(e) dat die konsep Jaarverslag na die Oorsigkomitee verwys word om die 
Oorsigverslag binne twee maande te finaliseer; 

(f) dat die Oorsigverslag na die Raad verwys word vir goedkeuring en 
publikasie; 


(g) dat kennis geneem word van die verslag van die Ouditeur-Generaal, 
saamgelees met die kommentaar van die Hoof Finansiele Beampte en 
die kommentaar van die Ouditkomitee; 

(h) dat die beheermaatreels en die prosedures soos vervat in die verslag 
geTmplementeer word ten einde die spesifieke aspekte aan te spreek; 

(i) dat die bepalings soos vervat in artikel 131 van die MFMA 
geTmplementeer word. 

AMACEBISO 

(a) kukuba, Bhunga liyamkele Ingxelo YoNyaka eyiliweyo (ngaphandle 
koxhomekeko) kanyaka- mali u 2006/2007 edityanisiweyo 
kwisicwangciso- nkqubo njengesihlomelelo” A”; 

(b) kukuba le Ngxelo Yonyaka iyiliweyo yaziswe kuwonke- wonke; 

(c) kukuba abahlali bale ndawo bamenywe ukuba benze ummelo kule 
Ngxelo Yonyaka iyiliweyo ; 

(d) kukuba le Ngxelo Yonyaka iyiliweyo ingeniselwe izimvo- 

(i) ku Mphicothi - zincwadi zemali jikelele 

(ii) kwindawo ekugcinwa kuyo imali ye Phondo 

(iii) isebe Le Phondo likaRhulumente WaseKhaya kunye Nezindiu 

(e) kukuba le Ngxelo Yonyaka iyiliweyo ibhekiswe kwiKomiti yoBongameli 
igqibezele Ingxelo yo Bongameli phakathi kweenyanga ezimbini.; 

(f) kukuba le Ngxelo yoBongameli ingeniswe kwiBhunga ukuze ivunywe 
kwaye yaziswe. 

(g) Kukuba ingxelo yoMphicothi-zincwadi zemali jikelele efundwe 
ngokudityaniswa kunye nezimvo zeGosa eliyiNtloko le Zemali, kunye 
nezimvo zeKomiti yabaPhicothi-bezimali, iqatshelwe; 

(h) Kukuba ulawulo kunye neenkqubo eziyiliweyo kule ngxelo 
ziphunyezelwe ukuzixakekisa ngemiba eyodwa; 

(i) Kukuba izigqibo eziyiliweyo kwicandelo 131 le MFM zezinziwe. 


RECOMMENDATION 

(a) that Council approves the draft Annual Report (without reservations) for the 
2006/2007 financial year attached as annexure “A” to the agenda; 


(b) that the draft Annual Report be made public; 


[CORP] 


(c) that the Local Community be invited to make representations on the draft 

Annual Report; [CORP] 

(d) that the draft Annual Report be submitted for comment to: [FD;BB] 

(i) The Auditor General 

(ii) Provincial Treasury 

(iii) Provincial Department of Local Government & Housing; 

(e) that the draft Annual Report be referred to the Oversight Committee to 

finalise the Oversight Report within two months; [CORP] 

(f) that the Oversight Report be submitted to Council for approval and 

publication; [CORP] 

(g) that the report of the Auditor-General, read in conjunction with the comments 

of the Chief Financial Officer and the comments of the Audit Committee, be 
noted; [FD] 

(h) that the controls and procedures outlined in the report be implemented to 

address the specific aspects; [ALL DIRECTORATES] 

(i) that the stipulations outlined in section 131 of the MFMA be executed. [FD] 
RESOLVED 

(a) that the draft Annual Report for the 2006/2007 financial year attached as 
annexure “A” to the agenda be approved; 


(b) that the draft Annual Report be made public; 


[CORP] 


(c) that the Local Community be invited to make representations on the draft 
Annual Report; [CORP] 


(d) that the draft Annual Report be submitted for comment to: 

(i) The Auditor General 

(ii) Provincial Treasury 

(iii) Provincial Department of Local Government & Housing; 


[FD;BB] 


(e) that the draft Annual Report be referred to the Oversight Committee to finalise 

the Oversight Report within two months; [CORP] 

(f) that the Oversight Report be submitted to Council for approval and 

publication; [CORP] 

(g) that the report of the Auditor-General, read in conjunction with the comments 

of the Chief Financial Officer and the comments of the Audit Committee, be 
noted; [FD] 


(h) that the controls and procedures outlined in the report be implemented to 
address the specific aspects; [ALL DIRECTORATES] 


(i) that the stipulations outlined in section 131 of the MFMA be executed. 
The meeting closed at 1 1 :02. 

CONFIRMED 


E J VON BRANDIS 
SPEAKER 


DATE 
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